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Fundamentals

Global Alliance CGSM (“CGSM?”) was registered as an insurer in 1992. The company is licensed to transact
both short term and life insurance, however, at this stage, is predominantly a short term insurer. CGSM is a
100% owned subsidiary of Global Alliance Holdings (“GAH”), a diversified investment company. The bulk
of CGSM’s business is sourced from the corporate market, which includes the large multinationals and several
large parastatals.

Rating rationale

The rating is based on the following key factors:

e CGSM has rapidly grown to one of the leading insurers in the Mozambican market, displaying a market
share in excess of 21%.

e The company has an experienced management team and adopts a conservative approach to underwriting.

e Reserves are considered to be adequately protected by reinsurance.

e Although the insurer’s claims cash coverage ratio weakened during FO5, liquidity was considered to be
adequate.

e However, following a rise in delivery costs, CGSM exhibited a significant increase in its trade ratio,
hampering profitability for the year.

Solvency and liquidity

The international solvency margin was largely unchanged in FO5, amounting to 65% (F04: 67%). Cash
holdings decreased significantly in F05, by 36% to Mt52bn. Together with a 13% increase in claims incurred,
this contributed to a noticeable decrease in the claims cash coverage ratio to a review period low of 16 months
(FO04: 29 months). The bulk of cash holdings are held in US$’s (roughly 80%), as policies and claims are US$
based. The conservative reinsurance programme, led by Munich Re, provides support to the capital base.

Potential risks

e Political and economic instability remain a key risk facing the Mozambican insurance industry.

o The impact of foreign currency fluctuations between the Metical and the US$, which are typically fairly
volatile, and its impact on the insurer’s financial results (given that claims, premiums and cash holdings
are US$ denominated).

e The Mozambican insurance sector has remained relatively stagnant in recent years. As such CGSM is
largely dependant on relative market share shift for business growth, which could negatively influence
profitability in the event of a competitor undercutting to gain market share.
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Commission paid as a percentage of earned premiums
increased from a review period low of 2.4% to 6.2% in
FO5. In addition, the management expense ratio
increased to 48% from 41% previously, following a
20% increase in management expenses to Mt45bn. This
is considered high relative to South African industry
norms. Overall, CGSM’s trade ratio increased
significantly, to 94% in FO5 from 80% in FO4.
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CGSM posted a lower underwriting profit of Mt5.4bn
in FO5 (FO4: Mt18bn), which equated to 5.7% of earned
premiums (FO4: 20%). Although positive, the insurer’s
underwriting performance remains volatile. It is noted,
however, that the underwriting result in FO4 excludes
unrealised foreign exchange losses of Mt15.6bn,
compared to a Mt369m loss in FO5. Following a
reduction in investment income to Mtl.5bn, together
with taxation paid for the first time of Mt2.1bn (CGSM
previously benefited from a five year tax window), net
income after tax fell notably to Mt4.8bn (F04: Mt22bn).

CGSM’s return on average equity (including forex
movements) has decreased significantly since peaking
at 51% in F02, falling to 6.9% in FO5 from 10.9% the
previous year.

Future prospects

Income statement Budget F06

Mtm* US$Sm**
Gross premium income 327,366 12.6
Reinsurance (202,830) (7.8)
Net premium income 124,536 4.8
Transfer to/(from) UPR (4,452) (0.2)
Earned premium 120,084 4.6
Net claims (46,474) (1.8)
Net commission (7,205) (0.3)
Management expenses (60,273) (2.3)
Underwriting result 6,132 0.2
Ratio analysis (%)
GPI growth 21.6 11.0
Retention ratio 38.0
Loss ratio 38.7
Management expenses 50.2
Commission ratio 6.0
Trade ratio 94.9
U/W ratio 51
Solvency 53.7

An analysis of the insurer’s budget for FO6 reveals little
change in terms of efficiency ratios to that achieved for
FO5. The trade ratio is budgeted to remain high at 95%,
mainly influenced by the management expense ratio of
50%. However, a budgeted 22% increase in NPI is
expected to see the solvency margin reduce below 60%
for the first time.

* Translation rate of Mt26,000 used to convert from US$’s.
** Growth rate of 11% budgeted for in 2006.

The primary focus areas for CGSM remain growth and
profitability. Opportunities for growth include the
following.

e The insurer has historically focused on South
African corporates operating in Mozambique.
Going forward, CGSM has identified Portuguese
and Mozambiquan corporates as a platform for
growth.

e Continued emphasis will be placed on developing
and maintaining relationships with the broker
market.

e Increased focus on personal lines, in particular
motor related business.

e The economy is expected to continue performing
well, underpinned by a consolidation of
macroeconomic stability, structural reform in the
public sector and increased private sector
participation. This should in turn create a natural
opportunity for growth.

Key risks facing the insurer include the following.

e The largely unregulated and somewhat stagnant
insurance industry in Mozambique.

e The volatile movements of the domestic currency
relative to the US$, and its impact on CGSM’s
financial performance.



Global Alliance CGSM

(Meticais in millions except as noted)

Year ended : 31 December 2001 2002 2003 2004 2005
Income Statement

Gross premium income (GPI) 60,435.5 145,358.3 195,123.6 214,890.0 269,118.1
Reinsurance premiums (52,267.4) (90,973.1) (102,696.5) (122,131.3) (166,740.7)
Net Premium income (NPI) 8,168.1 54,385.2 92,427 1 92,758.7 102,377.4
(Increase) / Decrease in insurance funds 319.7 (5,494.0) (9,838.6) (904.0) (7,743.7)
Net premiums earned 8,487.8 48,891.2 82,588.5 91,854.6 94,633.8
Claims incurred (8,669.3) (11,142.7) (28,257.8) (33,846.0) (38,205.0)
Commission 9,640.3 (3,607.5) (5,404.3) (2,208.8) (5,892.7)
Management expenses (21,680.6) (23,184.4) (34,800.5) (37,597.7) (45,126.7)
Underwriting profit / (loss) (12,221.9) 10,956.6 14,125.9 18,202.1 5,409.4
Investment income 632.6 4,009.4 4,489.3 3,880.5 1,517.1
Other income / (expenses) 12,818.0 447 1 1,535.5 0.0 0.0
Taxation 0.0 0.0 0.0 0.0 (2,098.5)
Net income after tax 1,228.7 15,413.0 20,150.6 22,082.6 4,828.0
Unrealised foreign exchange gains / (losses) (189.5) (1,413.0) 219.3 (15,613.8) (368.7)
Balance Sheet

Shareholders interest 19,243.4 36,068.4 56,000.8 62,469.6 66,928.9
Insurance funds 2,615.1 8,109.1 17,947.7 15,458.2 23,201.9
Other liabilities 55,307.8 72,152.6 111,478.5 103,753.5 131,100.5
Total capital & liabilities 77,166.2 116,330.1 185,427.0 181,681.3 221,231.3
Fixed assets 2,512.9 2,268.6 1,5679.4 1,618.0 1,176.4
Investments 5,908.0 320.2 2,894.3 3,377.3 7,478.0
Cash and short term deposits 29,676.6 50,385.5 57,126.8 80,365.6 51,511.5
Other current assets 39,068.8 63,355.8 123,826.5 96,320.3 161,065.4
Total assets 77,166.2 116,330.1 185,427.0 181,681.3 221,231.3
Key Ratios

Solvency / Liquidity

Shareholders funds / NPI % 235.6 66.3 60.6 67.3 65.4
Financial base % 2941 119.4 106.0 119.6 128.8
Claims cash coverage months 411 54.3 24.3 28.5 16.2
IBNR / EPI % 11.7 4.3 5.4 5.2 8.0
Net outstanding claims / NPI % 26.5 38.2 26.0 35.6 40.8
Insurance funds / NPI % 32.0 14.9 19.4 16.7 22.7
Profitability

ROaE (before foreign exchange gains / losses) % 6.6 55.7 43.8 37.3 7.5
ROaE % 5.6 50.6 44.2 10.9 6.9
Investment yield (including unrealised gains / losses) % 1.7 6.0 8.5 (16.3) 1.6
Cash investment yield (average) % 2.4 9.3 8.1 5.4 2.1
Efficiency / Growth

GPI Growth % 71.3 140.5 34.2 10.1 252
Premiums reinsured / GPI % 86.5 62.6 52.6 56.8 62.0
Earned loss ratio % 102.1 22.8 34.2 36.8 40.4
Commissions / Earned premiums % (113.6) 7.4 6.5 2.4 6.2
Management expenses / Earned premiums % 255.4 47.4 421 40.9 47.7
Underwriting result / Earned premiums % (144.0) 224 171 19.8 5.7
Trade ratio % 2440 77.6 82.9 80.2 94.3
Operating

Effective tax rate % 0.0 0.0 0.0 0.0 30.3





